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OATH OR AFFIRMATION

I, R. Clifton D’Amato affirm that, to the best of my knowledge and belief the accompanying financial statements and
supplementary information pertaining to the ﬁrm of MSCS Financial, LLC, as of and for the year ended December 31, 2005, are
true and correct. I further affirm that neither the Company nor any st older; Principal officer or director has any proprietary
interest in any account classified solely as that of a customer.
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Statement of Cash Flows.
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Statement of Changes in Liabilities Subordinated to Claims of Creditors.
Computation of Net Capital.
Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
Information Relating to the Possession or Control Requirement under Rule 15¢3-3.

A Reconciliation, Including Approprlate Explanation, of the Computation of Net Capital Under Rule 15¢3-1 and
the Computation for Determination of the Reserve Requirements Under Exhibit A 15¢3-3.

A Reconciliation Between the Audited and Unaudited Statements of Financial Condition with Respect to
Methods of Consolidation. :

An Oath or Affirmation.
A Copy of the SIPC Supplemental Report.

A Report Describing any Material Inadequacies Found to Exist or Found to Have Existed Since the Date of the
Previous Audit.

independent accountants’ report on internal control structure.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEfENDENT AUDITORS' REPORT

Board of Directors and Member
MSCS Financial Services, LLC
Denver, Colorado

We have audited the accompanying ;s:tatement of financial condition of MSCS Financial Services, LLC
as of December 31, 2005, and the re%ated statements of operations and member's equity and cash flows
for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of
1934. These financial statements' are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards requﬁe%‘ that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accountmg principles used and significant estimates made by management,
as well as evaluating the overall ﬁnancml statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statemc::nts referred to above present fairly, in all material respects, the
financial position of MSCS Financial Services, LLC as of December 31, 2005, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information included in the accompanying schedule is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures ‘applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a

Wmﬂ;@éﬁw f’/ﬁ%ﬁrf«//ﬂéx

Ehrhardt Keefe Steiner & Hottman PC

February 17, 2006
Denver, Colorado
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MSCS FINANCIAL SERVICES, LLC

Statement of Financial Condition
December 31, 2005

Assets

Assets
Cash and cash equivalents
Cash deposited with clearing organization
Accounts receivable
Prepaid expenses

Total assets

Liabilities and Member's Equity

Liabilities “
Commissions payable and accrued liabilities

Commitments and contingencies
Member's equity

Total liabilities and member's equity

See notes to financial statements.
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$ 1,257,632
52,091

7,075

5.451

$ 1.322.249

$ 112,395

1.209.854
$ 1.322.249




MSCS FINANCIAL SERVICES, LLC

Statemeﬁt of Operations and Member's Equity
For the Year Ended December 31, 2005

Revenue ‘
Commissions and distribution fees
Related-party transaction fees
Interest

Total revenue

Operating expenses
Commissions paid to other broker dealers
Employee compensation and benefits
Other operating expenses
Clearance fees
Communications and data processing
Total operating expenses

Net income |
Beginning member's equity
Distributions to member

Ending member's equity

Seée notes to financial statements.

_3-

15,324,197
1,605,817
3.575

16.933.589

7,433,834
1,615,690
542,307
43,431
2,634

9.637.896

7,295,693

214,161
(6.300.000)

1.209.854




MSCS FINANCIAL SERVICES, LLC

i Statement of Cash Flows
For the Year Ended December 31, 2005

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Cash deposited with clearing organization
Accounts receivable
Prepaid expenses ‘
Commissions payable and accrued liabilities

Net cash provided by operating activities

Cash flows from financing activities

Distributions to member
Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents - beginnihg of year

Cash and cash equivalents - end of }j%ear

Sée notes to financial statements.

-4-

$  7.295.693

(1,401)
(5,176)
(2,912)
70.671
61.182
7.356.875

(6.300.000)
(6.300.000)

1,056,875
200.757
1.257.632




MSCS FINANCIAL SERVICES, LLC

Notes to Financial Statements

Note 1 - Description of Business aﬂd Summary of Significant Accounting Policies

MSCS Financial Services, LLC (th¢ Company) was formed on April 6, 2001, as a Delaware Limited
Liability Company. The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and a member of the National Association of Securities Dealers (NASD). Pursuant
to the Company's membership agreement, the SEC and NASD gave the Company permission to
commence operations on January 2, 2002 and to continue until December 31, 2049.

The Company is a wholly owned subsidiary of Matrix Settlement & Clearance Services, LLC (the
Parent). As of December 1, 2005, the Parent is owned 55% by MG Colorado Holdings and 45% by
OPTECH Systems, Inc. The Company was formed to perform broker-dealer functions required to
support the Parent's business that consists primarily of facilitating the clearing of purchase and
redemption trades of various mutual fund shares for the customer accounts of financial institutions
such as banks, third-party administrators, and registered investment advisers (the Customers). The
Company processes unsolicited mutual fund transactions from the Customers and does not process any
retail business.

The Company operates pursuant to paragraph (k)(2)(B) of Rule 15¢3-3 of the Act and does not carry
customer accounts or clear customer transactions. Accordingly, all such transactions are executed and
cleared on behalf of the Company by ADP Clearing and Outsourcing Services, Inc. ("ADP") on a fully
disclosed basis. The Company's agreement with ADP provides that, as clearing broker, ADP will keep
such records of the transactions affected and cleared in the customer accounts as are customarily made
and kept by a clearing broker pursuant to the requirements of Rules 17a-3 and 17a-4 of the Act and
performs all services customarily incident thereto. All customer funds and securities received, if any,
are promptly transmitted directly to ADP. As a result, the Company is exempt from the remalmng
provisions and requirements of Rule 15¢3-3 of the Act.

Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased with an original maturity of three
months or less to be cash equivalents. The Company continually monitors its positions with, and the
credit quality of, the financial institutions with which it invests. As of the balance sheet date, balances
of cash and cash equivalents exceeded the federally insured limit by approximately $1,121,000.

Concentrations of Credit Risk

Financial instruments, which potentially subject the Company to concentration of credit risk, consist
principally of cash and cash equivalents. The Company places its temporary cash investments with
what management believes are high-credit, quality financial institutions.

Fair Value of Financial Instruments |

The carrying amounts of financial instruments including cash, receivables, deposits, and payables
approximated fair value as of December 31, 2005 because of the relatively short maturity of these
instruments.



MSCS FINANCIAL SERVICES, LLC

N otes to Financial Statements

Note 1 - Description of Business aﬂd Summary of Significant Accounting Policies (continued)

Cash Deposited With Clearing Organization

The Company has cash of $52,091 deposited with ADP to offset certain risks assumed by ADP related
to clearing and settling securities and cash transactions on behalf of the Company's customers.

Revenue Recognition

Revenues, related expenses, commissions receivable and payable are recorded on a trade-date basis,
which 1s the date the transaction is executed. Commissions receivable are typically received in full
shortly after the receivable is recorded and management has determined that no allowance for
uncollectible amounts is necessary. The Company historically has not experienced losses from
uncollectible accounts.

Revenue is primarily earned from commissions where the Company is the broker-dealer of record for
certain mutual fund and security transactions. Income received from front-end commissions is
recorded on a trade-date basis as the security transactions occur. Income received for 12b-1
distribution fees are recognized when received. Revenue is presented in the accompanying statement
of income in accordance with EITF 99-19, Reporting Revenue Gross as a Principle Versus Net as an
Agent. The Company has no significant incremental direct costs.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates

Income Taxes

The Company has elected to be treated as a Limited Liability Company (LLC) for income tax purposes.
Accordingly, taxable income and losses of the Company are reported on the income tax returns of the
Company's members and no provisions for income taxes has been recorded in the accompanying
financial statements.

Note 2 - Related Party Transactions

During the year ended December 31, 2005, the Company recorded revenue of $1,605,817, related to
the processing of certain security transactions for the Parent. The revenues are earned at a rate of 102%
of certain salaries, benefits, professional, and other operating expenses assessed to the Company by its
Parent. For the year ended Decembefr 31, 2005, the amount assessed to the Company was $1,574,486,
of which $1,090,368 and $484,118, is recorded in employee compensation and benefits and other
operating expenses, respectively. Tﬁese amounts may not be indicative of revenue and expenses for
similar transactions incurred with third parties.

-6-



MSCS FINANCIAL SERVICES, LLC

Notes to Financial Statements

Note 2 - Related Party Transactions (continued)

For the year ended December 31, 2005, the Company made distributions to the Parent in the amount of
$6,300,000.

Note 3 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule
15¢3-1), which requires the maintenance of minimum net capital and ratio of aggregate indebtedness to
net capital. At December 31, 2005, the Company had net capital of $1,204,403, which was $1,179,403
in excess of its required net capital of $25,000. The Company's aggregate indebtedness to net capital
ratio was 0.09 to 1 as of December 31, 2005.
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MSCS FINANCIAL SERVICES, LLC

Computation of Aggregate Indebtedness and Net Capital pursuant to Rule 15¢3-1 of the

Sect{;rities and Exchange Commission
‘ December 31, 2005

Total members' equl.ty per tl.le. accorppanying
statement of financial condition

Deduct nonallowable assets
Prepaid expenses

Net capital
Total aggregate indebtedness

Net capital

Minimum net capital requirement (greater of $25,000 or

6-2/3% of aggregate indebtedness)
Excess net capital

Aggregate indebtedness to net capital

1,209,854

5.451

1.204.403

112.395

1,204,403

25.000

1.179.403

0.09

The above computation does not differ from the computation of net capital prepared by the Company

as of December 31, 2005 and filed on January 26, 2006 on Form X-17a-5.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5

Board of Directors and Member
MSCS Financial Services, LLC
Denver, Colorado

In planning and performing our audit of the financial statements and supplemental schedule of MSCS
Financial Services, LLC (the Company) for the year ended December 31, 2005, we considered its
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as require by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregated 1ndebtedness (or aggregate deblts) and net capital under Rule 17a-3(a)(11)
and for determining compliance w1th the exemptive provisions of Rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions relatmg to customer
securities, we did not review the practlces and procedures followed by the Company in any of the
following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions
are executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

-10 -
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Board of Directors and Member
MSCS Financial Services, LLC
Page Two

Because of inherent limitations in ﬂntemal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operations may deteriorate.

Our consideration of internal contro]l would not necessarily disclose all matters in internal control that
might be material weaknesses under'standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of specific internal
control components does not reduceto a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the objective referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices and
procedures were adequate at December 31, 2005, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the National Association of Securities Dealers, Inc., and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulations of registered brokers and
dealers, and is not intended and should not be used by anyone other than these specified parties.

Wmﬁ@ﬁw */MW%(/

Ehrhardt Keefe Steiner & Hottman PC

February 17, 2006
Denver, Colorado
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